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Average Official Exchange Rates - 1981: US$=5.8 Czechoslovak Crowns (KCS) 
1980: US$=5.25 KCS 
1979: US$=5.4 KCS 


ITEM PHYSICAL UNIT 
OR VALUE 1979 1980 


INCOME, PRODUCTION, EMPLOYMENT 


National Income Billion KCS 
Capital Investment Billion KCS 
Labor Force Mil. Workers 


BASIC INDUSTRIAL OUTPUT 


Hard Coal Mil. Metric Tons 
Brown Coal/Lignite Mil. Metric Tons 
Electric Power Billion kWh 

Crude Steel fil. Metric Tons 
Rolled Steel Prods. Mil. Metric Tons 
Trucks Thousand Units 
Chemical Fibers Thousand Tons 
Paper and Cardboard Thousand Tons 
Cotton/Wool Fabrics Mil.Linear Meters 
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FOREIGN TRADE (Czechoslovak Data) 
IMPORTS Bil. KCS 

Of Which: 

"Socialist" Counts. Bil. KCS 
"Non-Socialist" 

Countries Bil. KCS 


EXPORTS Bil. KCS 
Of Which: 

"Socialist" Counts. Bil. KCS 
"Non-Socialist" 

Countries Bil. KCS 


CZECHOSLOVAK/U.S. TRADE (U.S. 
Exports to CSSR Mil. US$ 
Of Which: 

Agricultural Mil. US$ 
Manufactured Goods Mil. US$ 
Imports from CSSR Mil. US$ 
Trade Turnover Mil. US$ 
U.S. Trade Balance Mil. US$ 


1/Preliminary Estimate 


2/ExCluding Agricultural and Industrial Transshipments 





Summary 


The Czechoslovak economy appeared to enter a period of negative 
real growth in 1981, with minimal growth in GNP more than offset by 
wholesale and retail price increases. Agricultural production fell, 
largely because of a substantial shortfall in grain production, and 
industrial growth was far less than planned. Growth continues to be 
limited by declining domestic supplies of fuels and energy and the 
increasing cost of imported fuels, exacerbated by the recent Soviet 
decision to scale down oil exports to East European partners. In 
addition, the growth rate of the labor force continues to decline at a 
time when the economy as a whole remains excessively material intensive. 

The Czechoslovak Government has announced extremely modest growth 
targets for the 1981-1985 period. Capital investment will be held below 
the 1980 level, with principal emphasis upon modernization of existing 
plant and completion of unfinished projects rather than upon construction 
of new plant. The most important general plan goal is to modernize and 
restructure industry to achieve enhanced fuel efficiency, labor 
productivity, and export capability. At the same time, the government 
has announced that it will attempt to maintain hard currency trade 
surpluses and to impose strict controls upon hard currency borrowing. 
Efforts to restructure the system of economic planning and management 
reflect a fundamental tension between the desire to increase 
decisionmaking authority of middle management officials and the continued 
primacy accorded the central planning process. 

U.S.-Czechoslovak trade activity in 1981 fell significantly for 
the second straight year. Czechoslovak exports to the U.S., although up 
two percent from 1980, did virtually nothing to stem a 40 percent 
decrease in total trade turnover. Direct U.S. exports, which stood at 
$182.7 million in 1980, dropped 55 percent to $82.4 million. The large 
decrease in the U.S. trade surplus resulted principally from a 60 percent 
reduction in U.S. agricultural shipments, which traditionally have 
accounted for more than 80 percent of total U.S. exports. The 
composition of U.S. exports thus shifted slightly toward manufactured 
goods, which could begin to play a more important role in U.S. exports to 
Czechoslovakia if Prague implements its recently announced decision to 
‘ reduce hard currency outlays for imported feedgrains. 

U.S. manufacturers who offer equipment and technology which can 
help Czechoslovakia to meet its goals to conserve energy, increase 
productivity, and improve the quality of production may find 
Czechoslovakia one of the best markets in Eastern Europe. The Business 
Facilitation Center of the U.S. Embassy in Prague, supported by the 
Department of Commerce, will be pleased to provide U.S. exporters with 
any assistance they may require in their efforts to market in 
Czechoslovakia. 


Performance in 1981 


Czechoslovak Government statistics on economic performance in 1981 
suggest that the economy, after several years of sluggish performance, 
may have entered a period of negative real growth. Nominal national 
income was virtually unchanged from the 1980 level, while official 
indices of retail and retail industrial prices rose by 0.8 and 1.5 
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percent, respectively. Increases in wholesale prices covered fuels and 
electric power, some significant imported raw materials such as iron and 
manganese ores, and some non-ferrous metals. The rise in the nominal 

value of industrial production of 1.8 percent, after these price 

increases are taken into account, was the smallest annual increase since 
the mid-1960s. 

There is reason to project a further decline in the standard of 
living in 1982. As a result of two rounds of retail price increases, 
implemented in October, 1981 and January, 1982, meat prices have risen by 
an average of 30 percent and fuel prices in a range from 20 percent 
(gasoline) to 75 percent (diesel fuel). Projected growth in wages, 
pensions, and other benefits to the population is unlikely to keep pace 
with these increases. 

As in past years, large numbers of industrial enterprises failed 
to meet quantitative production targets, as well as plans for energy 
conservation, profitability of production, and improved assortment of 
goods produced. Labor productivity, which is to account for 90-95 
percent of the planned increment to national income in 1981-1985, rose by 
only 1.6 percent. Particular criticism was directed against shortcomings 
in capital construction, where delays and shortfalls in site preparation, 
design, and material supply resulted in failure to complete 42 percent of 
the projects that were to have been brought on stream during the year. 
The performance of the mining, ferrous metallurgical, nuclear 
engineering, and food processing industries also was criticized. 

Agricultural production fell by 3.4 percent in 1981, nearly 
reversing the recovery made in 1980 from the exceptionally poor 
results of 1979. The principal reason for the decline was a shortfall of 
about 1.5 million tons in grain production (the total grain harvest was 
about 11 percent below 1980), caused in part by a period of drought 
during the spring and torrential rains during the early summer. With the 
exception of potatoes, perennial legumes, and silage corn, production of 
all crops fell. Sugar content in harvested beets remained about the same 
as in 1980 but below the level attained in 1979. Overall meat 
production was higher than 1980, although beef production fell, and pork 
production rose at higher than the planned rate, putting increased 
pressure on feedgrain stocks. Milk production rose slightly but was far 
below the planned level and did not reverse the decline experienced in 
1980. 


Economic Plan for 1981-1985 

Measured against the disappointing results of 1981, the plan 
targets announced for 1981-1985 (which appeared only in December, 1981) 
appear quite modest. Nominal national income is expected to grow by 
10.5 - 13 percent and industrial production by 14 - 16 percent during 
this period, both targets scaled down from those projected at the 16th 
Communist Party Congress in April, 1981. In addition, announced growth 
targets for 1982 - less than half of one percent for national income and 
less than one percent for industrial production - suggest that the Five 
Year Plan targets may already be out of reach. 

Industrial growth in 1981-85 is to be concentrated in the 
engineering sector, especially in electronics and nuclear engineering, 
while light industry is expected to grow by less than the average for 





a 


industry as a whole. Chemical and ferrous metallurgical production is 
not expected to grow significantly, reflecting the government's policy of 
"restructuring" these sectors to achieve a less material and 
energy-intensive production mix. 

Agricultural production is expected to rise by a modest 7 - 10 
percent during 1981-85. Emphasis is being placed upon "intensification" 
of production, with growth to be accounted for almost entirely through 
improved factor productivity. The principal goal is expansion of grain 
and other crop production, which has been defined as the sole justifiable 
basis for continued expansion of livestock production. In the near term, 
grain imports are expected to be reduced, and the structure of livestock 
production is being altered through reduction of hog and poultry numbers 
and enlargement of cattle herds. Meat production in 1982 will fall as a 
result of acceaterated slaughter of hogs, and the government anticipates 
that reduced supply and higher meat prices will produce a gradual 
reduction in per capita meat consumption, which currently exceeds 85 
kilograms per annum. 


Foreign Trade 
The volume of Czechoslovak hard currency trade, which accounts for 


roughly one third of total trade turnover, contracted in 1981. The 
government reported a decline of about four percent in imports from 
"non-socialist" countries (larger in real terms) and a small surplus in 
trade with this group. The announced rise of four percent in exports to 
these countries implies that there was no growth, and probably a decline, 
in real terms. Exports to "non-socialist" countries are expected to rise 
by 7.5 percent in 1982, while imports apparently will be permitted to 
increase by something less than this rate. The Czechoslovak Government, 
which traditionally has pursued a more conservative policy relating to 
hard currency borrowing than other communist governments, has become even 
more cautious in view of the financial problems encountered by Poland and 
other East European borrowers and has announced its intention to reduce 
hard currency indebtedness during 1981-85. Priority among hard currency 
imports will be assigned to computers, process control equipment, and 
other high technology for the engineering sector, energy-saving devices, 
and medical equipment. 

Czechoslovak terms of trade with Western industrialized countries 
have declined progressively in recent years, partly because Czechoslovak 
exports are composed predominantly of manufactured goods, whose prices 
have risen less rapidly than the raw materials, such as grain for 
livestock feed, which the country has imported. The main reason for the 
unfavorable trend in Czechoslovak hard currency trade, however, is the 
declining competitiveness of Czechoslovak machinery exports. This 
problem results from insufficiently rapid innovation, slow response to 
Western market conditions, and problems meeting delivery schedules and 
maintaining stocks of spare parts. Although the government has begun a 
major campaign to increase hard currency exports, its reluctance to 
assume additional hard currency debt to finance the required 
modernization of industrial plant may hamper efforts rapidly to increase 
export competitiveness. 

The Czechoslovak leadership also has emphasized the desirability 
of increasing participation in specialization and cooperation programs 
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with other communist countries within the framework of the Council for 
Mutual Economic Assistance (CEMA). Trade with these countries already 
accounts for about two-thirds of total Czechoslovak trade turnover, and 
this share is likely to increase as a result of the restrictions being 
applied to hard currency imports and borrowing. The potential for 
expansion of Czechoslovak exports to CEMA partners, however, is limited 
Since most of these countries also have scaled down their investment 
plans in 1981-85. As a result, projects that had been expected to begin 
during this period have been delayed or cancelled, and orders for goods 
from other communist countries accordingly reduced. 


Energy 


A principal constraint upon economic growth is the fact that the 
Czechoslovak economy is highly energy intensive, at a time when domestic 
energy production accounts for a decreasing share of primary energy 
consumption. Production of both hard coal and brown coal/lignite 
declined between 1979 and 1981, and the coal extracted has a decreasing 
caloric value. Prospects for expansion of domestic hard coal production 
are problematic, since a large share of deposits remaining in the 
principal mining regions is located in deep, thin, and/or irregular 
seams, extraction from which will require substantial investment in 
advanced technology imported for hard currency. Production is expected 
to increase only slightly by 1985. Efforts to increase brown coal 
production are hampered by delays in preparation of open-cast mining 
sites; equipment breakdowns and the availability of spare parts for 
excavators and conveyor belts, as well as transportation bottlenecks, are 
particular problems. 

Imports of primary energy, virtually all from the Soviet Union, 
have risen to more than 40 percent of domestic consumption. The Soviets, 
however, apparently have reduced planned oil exports to some of their 
CEMA partners in 1982. In the case of Czechoslovakia, the reduction 
appears to be on the order of 10 percent, or roughly two million tons 
per annum. Czechoslovak leaders have stated that this reduction will not 
be made up through free market purchases, which in any case have 
accounted for less than 10 percent of Czechoslovak oil imports during the 
past five years. Domestic demand for energy is to be met through a 
combination of strict conservation, the "restructuring" of industry in 
favor of less energy-intensive types of production, and accelerated 
construction of nuclear power plants, which are expected to account for 
more than one quarter of generated electricity by 1990. 


Changes in the Planning and Management System 


The new "Set of Measures" for improvement of the planning and 
management system, which went into effect in 1981, is intended to provide 
specific incentives to both management and labor to make more efficient 
use of resources, encourage innovation, and stimulate production for 
export. Enterprises and their parent trust organizations will be 
expected to finance their operations to a much greater extent than in the 
past from their own production funds rather than from state budget 
allocations. Enterprise funds, in turn, are to be generated in 
proportion to fulfillment of planned performance targets, established on 
the basis of new "qualitative" production indices, such as net value 
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added, profitability, net sales, material and energy input per unit of 
production, etc. The price mechanism is to be employed to reward 
enterprises which produce new, innovative, and saleable products 
(especially for export), and to punish those which turn out low-quality 
goods. Enterprises engaged in hard currency trade are being permitted to 
retain a greater percentage of hard currency profits for their 
discretionary use than they were permitted in the past. Finally, the Set 
of Measures envisages a greater degree of "differentiation" in payment of 
wages and bonuses and accords, at least in theory, a greater degree of 
flexibility to industrial management to apportion benefits among workers. 

The major difficulty with the new system is that the changes it 
calls for, ostensibly designed to increase the decisionmaking authority 
of enterprises and trusts along with their accountability, are 
accompanied by a continued emphasis upon the process of central planning, 
in which prices, production targets, inputs to production, and production 
mixes are dictated from above. The mechanism under which annual and five 
year plans are determined and articulated is largely unchanged, and plan 
targets remain binding. It is uncertain whether the central planning 
apparatus will be able to perceive and adjust to rapidly changing market 
conditions, or to countenance the increased degree of decentralization 
implicit in the Set of Measures. 


Implications for the United States 
Serious economic difficulties, especially uncertainty about the 


availability of hard currency to finance imports, are likely to create a 
commercial environment in Czechoslovakia which will be even more 
conservative than at present. Prague's call for "rationalization" and 
"intensification" may be translated accurately as a demand for 
conservation and better utilization of factors of production; literally, 
to do more with less. The stringent limitations the Czechoslovak 
Government has placed upon hard currency imports and borrowing will 
restrict potential growth of hard currency trade with the West; in the 
near term, it is likely that Western exporters will be competing for 
Shares of a stagnant or even shrinking market. Under these conditions, 
the most successful exporters will be those who offer technology and 
equipment in the relatively few sectors that have been assigned an import 
priority, and who are most flexibile and innovative in responding to 
Czechoslovak preferences in trade financing. 

Fuels and energy, a critical problem in the Czechoslovak economy, 
will offer some commercial opportunities to Western companies. The need 
for energy-efficient machinery, measuring, and control systems in all 
process industries has been clearly identified, and such technology and 
equipment is likely to have been assigned a high priority in competition 
for hard currency imports. In addition, the recent discovery of new coal 
deposits in Slovakia and Moravia, plus the existence of many thin-seam 
deposits, has created a need for safe and efficient mining equipment and 
technology especially suited for deep and thin seam mining, neither of 
which currently is produced domestically in the needed quantity or 
quality. 

Plans to restructure Czechoslovak industry and to achieve more 
efficient utilization of existing capacity also will create commercial 
opportunities. In the chemical industry, for example, a greater emphasis 
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upon production of goods which have a high value-added element, such as 
pharmaceuticals and agricultural chemicals, and greater efforts to 
develop production of such non energy-intensive products as insecticides, 
paints and dyes, will produce a need for new equipment and technology. 

A major effort is already underway to "intensify" those industries 
in which Czechoslovakia is thought to have a comparative advantage. For 
example, Czechoslovakia for many years has been a major supplier of raw 
or semi-processed lumber. Now, with the help of Western equipment and 
technology, two large pulp and paper mills are being brought on stream 
and will permit Czechoslovakia to increase the value of its exports in 
this sector. Further development of the lumber industry will create 
sales opportunities for a wide assortment of wood processing and working 
equipment. Current plans to "intensify" the glass and ceramics 
industries will open totally new sales opportunities for suppliers of 
equipment and technology. 

Czechoslovak planners also are emphasizing developing of exports 
in the engineering sector. Improved competitiveness of Czechoslovak 
machinery and equipment exports, however, will require a major effort to 
modernize and upgrade existing plant. There is strong and growing 
interest in Western quality control and testing equipment, electronic 
parts and components, computers and peripherals, and machine tools. 

To identify marketing opportunities in Czechoslovakia, however, is 
a much simpler task for U.S. exporters than to increase the U.S. market 
share in a highly conservative environment in which hard currency 
resources available for overall imports are limited. A key to successful 
export promotion, often overlooked, is to demonstrate linkages between 
the product or technology being offered and its specific likely 
contribution to central Czechoslovak planning goals, such as anticipated 
energy Savings and enhanced export earnings. Firms also will find their 
Czechoslovak contacts more receptive if they can provide performance data 
that demonstrate conclusively that imported equipment will have a payback 
of less than three years. 

In the face of stiff and entrenched Western competition and 
growing Czechoslovak resistance to hard currency payments, U.S. exporters 
should be prepared to discuss a variety of financing arrangements, 
including supplier credits, countertrade, buy-back, and joint production 
for third markets. Czechoslovakia does not permit foreign equity 
investment or joint ventures but will emphasize industrial cooperation 
arrangements with Western firms in order to minimize hard currency 
expenditures. 

New-to-market firms will find it useful to contact the 
East:-Europe Diwision, International Trade Administration, U.S. 
Department of Commerce, for additional details. The U.S. Embassy in 
Prague maintains a Business Facilitation Center, staffed by the U.S. 
Foreign Commercial Service, which can be contacted for assistance in 
arranging appointments, staging product presentations, and identifying 
specific marketing opportunities. Organized trade promotion events in 
Czechoslovakia include the U.S. exhibition at the Brno Engineering Fair 
each September and a variety of technical sales seminars on topical 
themes. 





